ECONOMICS OF PETROLEUM

CHAPTER I
THE   ECONOMIC   ORGANIZATION   OF   THE  PETROLEUM
INDUSTRY
THE petroleum industry is distinguished among industrial activ-
ities in its form as a nearly self-contained economic entity embracing
the four related functions of production, transportation, manufac-
turing and marketing. The economic organization of the petroleum
industry, as differentiated from, its financial structure, is shown
graphically in Fig. 1.
The production of petroleum has to do with the discovery, devel-
opment, and exploitation of oil-bearing territory. It involves the
incidental output of considerable quantities of natural gas, a source
of supplementary revenue and productive of some gasoline which is
blended with the ordinary supply of refinery gasoline. The pro-
duction of crude petroleum deals with a wasting asset, a mobile and
illusive substance, a product subject to rapid and sensational develop-
ment; and takes on in consequence a unique and specialized char-
acter which sets it distinctly apart from industrial activities in
general. As time goes on, the field of petroleum production may
be expected to enlarge its scope and include the manufacture of oil
from volatile coals and oil-shale.
The transportation of crude petroleum, faced with the problem
of moving a bulky liquid raw material, has grown along individual
lines, with the development of pipe-lines and tank-steamers to
facilitate the efficient movement of this substance. Petroleum is
handled in almost entire independence of the usual agencies of
transport.
The refining of crude petroleum is a manufacturing enterprise
involving the principles of chemical control and multiple production.
Through the agency of pipe-line and tanker transportation, the sub-
stantial portion of the refining activity has been enabled to grow up
in locations readily accessible to the markets for petroleum products.